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ELECTRICITY MARKETS: LESSONS LEARNED
FROM CALIFORNIA

THURSDAY, FEBRUARY 15, 2001

HOUSE OF REPRESENTATIVES,
COMMITTEE ON ENERGY AND COMMERCE,
SUBCOMMITTEE ON ENERGY AND AIR QUALITY,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2322, Rayburn House Office Building, Hon. Joe Barton (chairman)
presiding.

Members present: Representatives Barton, Cox, Largent,
Whitfield, Ganske, Shimkus, Pickering, Blunt, Bryant, Radanovich,
Walden, Terry, Boucher, Sawyer, Wynn, Doyle, John, Waxman,
Markey, Gordon, Barrett, and Luther.

Also present: Representative Green.

Staff present: Jason Bentley, majority counsel; Miriam Erickson,
majority counsel; Bob Meyers, majority counsel; Joe Stanko, major-
ity counsel; Andy Black, policy coordinator; Karine Alemian, profes-
sional staff; Peter Kielty, legislative clerk; Sue Sheridan, minority
counsel; Alison Taylor, minority counsel, and Rick Kessler, minor-
ity counsel.

Mr. BARTON. The subcommittee will come to order. It is my prac-
tice, as subcommittee chairman, to do everything possible to start
on time, and it is 10. I am gratified that we have a number of
members here. I will not be calling any votes, since obviously I
would be outvoted if I were to do so, but we are delighted to wel-
come the Subcommittee of Energy and Air Quality members and
our audience and our witnesses to our first hearing of the 107th
Congress.

I am honored and privileged to be the chairman. I would like to
welcome apparently in absentia the new members of the sub-
committee. We have Congressman Chris Cox, Congressman Greg
Ganske, Congressman Roy Blunt, Congressman George Radano-
vich, Mary Bono, Gary Walden and Lee Terry on the Republican
side that are new to the subcommittee. On the Democrat side, we
have Congressman Tom Barrett and Bill Luther, who have been on
the full committee but not on this subcommittee. We also have both
new and full subcommittee members Michael Doyle and Chris
John. Let the record show that Congressman Doyle is actually here
in person, and we do appreciate that.

To all members, I want to say that I look forward to working
with you as we work in this Congress to craft an energy policy that
is good for the country, and also an environmental policy to the
subject that is within our jurisdiction that is good for the country.

o))
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We are going to be very busy. Energy policy is at the forefront
of the minds of the American people. All we have to do is look at
the various energy markets.

Last summer, with oil prices very tight, prices for oil, gasoline
and other petroleum products became unacceptably high. Supplies
of home heating oil were low. Prices for home heating oil in the
Northeast were very high. In my part of the country, the supply
for natural gas has not kept up with the demand for that product
and natural gas prices have been unacceptably high.

The number of refineries in this country continues to dwindle,
and their capacity has become even further constrained. Our trans-
portation and distribution outlets for energy have not increased to
meet the demands for this country and, of course, as we are going
to learn more about today in our State with the largest population,
the great State of California, their demand for electricity has out-
stripped their supply for electricity in that market, and we are
going to hear more about what has been the consequences of that.

In this Congress, the subcommittee intends to focus on the bal-
ance of supply and demand in energy. We also want to take an in-
ventory of our Nation’s energy capabilities and the obstacles that
we face in order to get a better supply/demand balance. Our com-
prehensive review will be of each of the different fuel sources, and
of also the various differences between the regions of our great Na-
tion. We intend to work closely with other committees in the House
and the Senate and with the new President and Vice President and
his cabinet and the executive branch.

Today we are going to begin a series of hearings dealing with our
electricity markets. We want to focus on the experiences of several
States which have restructured their electricity markets in the last
several years. On the West Coast, the great State of California
which passed its bill in 1996; on the East Coast, the great State
of Pennsylvania, which also passed its bill in 1996; and finally in
the central part of the country, the great State of Ohio, which re-
structured in 1999.

In total, 25 States have passed restructuring legislation to imple-
ment some—or implemented a regulatory restructuring effort in
their electricity markets. This subcommittee intends to find out
what the differences are between each of the State’s plans and
what are the similarities, what has a State has done right, what
has a State done wrong? What should other States know that
haven’t acted yet, and what should Federal legislatures know about
our regional markets?

This subcommittee reported legislation during the last Congress
dealing with both retail and wholesale markets and would do well
to learn from the lessons that the States have learned as they have
restructured their markets.

Later this year, this subcommittee will review specific parts of
the electricity industry and the proper role of Congress and the
Federal Government in improving supply, generation to capacity of
operation of interstate transmission in making States more suc-
cessful should they choose a retail restructuring opportunity.

So today, as we look at these three specific States, we hope that
we will learn lessons that we may be able to apply in the legisla-
tive arena later this year.
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I want to thank our witnesses for attending today, and I look for-
ward to hearing your testimony.

I would now like to welcome my ranking member, the Honorable
Rick Boucher from the great State of Virginia. Rick and I have a
close personal friendship and we intend, I think, on both sides of
the aisle, to forge a great professional relationship for this sub-
committee.

[The prepared statement of Hon. Joe Barton follows:]

PREPARED STATEMENT OF HON. JOE BARTON, CHAIRMAN, SUBCOMMITTEE ON ENERGY
AND AIR QUALITY

Welcome to the first hearing of the Energy & Commerce Subcommittee on Energy
and Air Quality. I am honored and privileged to be Chairman for this Congress. I
would like to welcome the new Members of the Subcommittee. From the Republican
side are Chris Cox, Greg Ganske, Roy Blunt, and, new to the Committee, George
Radanovich, Mary Bono, Greg Walden, and Lee Terry. From the other side of the
aisle, I would like to welcome Tom Barrett and Bill Luther who have been on the
Energy and Commerce Committee before, and new Committee members Michael
Doyle and Chris John. To the new Members and all Members, on both sides of the
aisle, I am looking forward to working with you.

This will be a very busy Subcommittee during this Congress. Energy policy is
forefront in the minds of the American people now. Last summer, the supply of
crude oil was low, and prices for oil, gasoline and other petroleum products became
high. During the winter, supplies of home heating oil were low, and prices became
high. Lately, natural gas supply has not met demand, and residential gas bills have
been high. Meanwhile, the number of refineries continues to dwindle and their ca-
pacity becomes further tested. Also, the transportation and distribution outlets for
energy do not increase to meet the demands of the country. And, of course, in Cali-
fornia, the supply of electric power has not met the amount in demand, and the
price of electricity has been high.

During this Congress, this Subcommittee will focus on the balance of supply and
demand in energy. We will take an inventory of our Nation’s energy capabilities and
the obstacles to a better supply-demand balance. Our comprehensive review will be
of each different fuel source and of differences between regions. We will work closely
with other Committees in the House, our friends in the other body, and the new
administration to craft legislation that assures sufficient supply of energy in an en-
vironmentally-responsible fashion.

Today we begin a series of hearings dealing with electricity markets. We will
focus on the experience of several States which have restructured their electricity
markets. On the west coast, California, which passed legislation in 1996. On the
east coast, Pennsylvania, which passed its own bill also in 1996. Finally, Ohio,
which restructured in 1999. In total, twenty-five States have passed restructuring
legislation or have implemented a regulatory order.

This Subcommittee wants to know what are the differences between each State’s
plan, and what are the similarities? What has a State done right or wrong? What
should other States know, and what should Federal legislators know about regional
markets? This Subcommittee reported legislation during the last Congress dealing
with both retail and wholesale markets, and would do well to learn the lessons from
the various State experiences with electric restructuring.and wholesale competition.

Later this year, this Subcommittee will review specific parts of the electricity in-
dustry and the proper role of Congress and the Federal government in improving
supply of generation, the capacity and operation of interstate transmission, and
making States more successful when they choose retail electric competition. But,
first, a specific look at the experience of three States.

I thank the witnesses for appearing before us today, and I look forward to your
testimony.

Mr. BARTON. Mr. Boucher.

Mr. BOUCHER. Well, thank you very much, Mr. Chairman. As you
have indicated, this subcommittee does have a long bipartisan tra-
dition of addressing our Nation’s energy needs in a serious and a
thoughtful manner. Whether under the leadership of Phil Sharp or
Dan Schaeffer, we have always tried to put the interests of our Na-
tion ahead of the allure of partisan advantage, and I want to com-
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mend you, Chairman Barton, for upholding that tradition during
the 106th Congress. I look forward to a continuation of that tradi-
tion as we embark on a bipartisan effort to examine and address
the Nation’s energy and air quality policies during the course of
this session of Congress.

Today’s hearing is an excellent start to the work that we must
undertake as we continue to examine the potential need for Fed-
eral legislation to restructure the electricity market. It is incum-
bent upon the subcommittee to try to gain an understanding of
what has happened in California and how the State is trying to re-
solve its problems and any lessons that we can learn of a general
nature from that experience.

To the extent that California’s situation proves anomalous, other
States that have adopted different retail competition plans may be
reassured. States still considering retail competition can learn
what to avoid.

In any event, with the economy the size of California’s and in
light of the collateral damage which is being felt by ratepayers in
neighboring States such as Oregon and Washington, it behooves
this subcommittee to hold educational hearings, such as the one we
are initiating today.

I must, Mr. Chairman, express just a mild measure of concern
regarding the short lead time that was provided for this hearing.
I know that it is Chairman Barton’s preference to work coopera-
tively with the minority and to give members time to understand
the issues and delve deeply into substance. That process is a lot
easier when the hearings are undertaken with adequate time to de-
velop the issues, to locate top notch witnesses and provide mem-
bers with an opportunity to study the testimony in advance.

I hope that we can work toward that goal in planning future
hearings of the subcommittee, and in accordance with the conversa-
tions that I had earlier this week with the chairman, I am assured
that we will do so, and I thank the chairman for that commitment.

I also want to thank the chairman for his commitment to hold
an additional hearing regarding the situation in California. Unfor-
tunately, members from the region, Members of Congress from the
region, were not accommodated as witnesses during today’s hear-
ings, and several witnesses who we believe would be invaluable to
this examination were not able to participate today for a variety of
reasons.

As I noted before, the chairman and I spoke previously this week
and he has made a commitment to have another hearing con-
cerning the situation in California. At that time, interested Mem-
bers of Congress will be invited to testify, as well as other wit-
nesses whose experience might prove instructional to the sub-
committee.

The California experience offers an interesting look into the proc-
ess and potential pitfalls of restructuring the electricity market.
Since 1996, California has embarked steadily on a restructuring
plan, and consumers in that State today should be enjoying the
benefits of a fully competitive wholesale and retail market. Instead,
consumers are faced with frequent power shortage alerts, increased
rates and rolling blackouts.
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During this hearing and the next, we will examine the causes of
these failed consumer expectations.

In addition to examining the restructuring process that Cali-
fornia undertook, I think it is important to examine whether the
steps that California is currently taking to rectify its situation and
whether the steps that the FERC has taken are sufficient to ad-
dress the needs of both California’s consumers and electricity sup-
pliers, as well as the needs of consumers in the western region of
the Nation who are also dependent on the same transmission grid
and who, in many cases, compete with California for the wholesale
power that is available on the West Coast.

Looking at the lessons learned in California, as well as hearing
from witnesses from Ohio and Pennsylvania where other restruc-
turing efforts are underway, will provide a useful exercise as we
begin our examination of the flaws that still exist in the national
competitive wholesale market and whether there is a Federal role
to play in fixing that problem.

There are many questions that must be answered. For example,
does current law give the FERC the authority to enable a func-
tional national wholesale electricity market? Do the provisions of
the Clean Air Act play a significant role in the problems in Cali-
fornia? And if so, should we consider Federal legislation to address
any specific examples of such a correlation? These are just a begin-
ning to the questions that I think this subcommittee must consider,
but today we make a positive beginning.

I look forward to the testimony of the witnesses today and at our
future hearing, and let me again say how much I look forward to
a continuation of the bipartisan work that Chairman Barton and
I have undertaken on these matters, which are of fundamental im-
portance to the Nation’s economy.

[The prepared statement of Hon. Rick Boucher follows:]

PREPARED STATEMENT OF HON. RICK BOUCHER, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF VIRGINIA

Thank you Mr. Chairman, this Subcommittee has a long tradition of working on
a bipartisan basis to address our nation’s energy needs in a serious and thoughtful
manner, whether under the Chairmanship of Phil Sharp or Dan Schaefer, we al-
ways have tried to put the interests of our nation ahead of the allure of partisan
advantage, and I commend you for upholding that tradition during the 106th Con-
gress. I look forward to a continuation of that tradition as we embark on a bipar-
tisan effort to examine and address the nation’s energy and air quality policies in
the 107th Congress.

Today’s hearing is an excellent start to the work that we must undertake as we
continue to examine the potential need for federal legislation to restructure the elec-
tricity market. It is incumbent upon the Subcommittee to try to gain an under-
standing of what has happened in California, how the state is trying to resolve its
problems, and any lessons that can be learned from its experience. To the extent
California’s situation proves anomalous, other states that have adopted different re-
tail competition plans may be reassured. States still considering retail competition
may learn what to avoid. In any event, with an economy the size of California’s,
and in light of the collateral damage being felt by ratepayers in neighboring states
such as Oregon and Washington, it behooves this Subcommittee to hold educational
hearings such as we are initiating today.

I must express concern, however, about the short lead time provided for this hear-
ing. I know it is Chairman Barton’s preference to work cooperatively with the mi-
nority, and to give members time to understand the issues and delve deeply into
substance. This is much easier to do when hearings are undertaken with adequate
time to develop the issues, locate top notch witnesses, and provide members an op-
portunity to study the testimony in advance. I hope we can work towards that goal
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in planning future Subcommittee hearings, and per our conversations this week I
am assured that we will do so. I thank the Chairman for that commitment.

I also thank the Chairman for his committment to hold additional hearings re-
garding the situation in California. Unfortunately, Members from the region were
not allowed to testify in today’s hearing and several witnesses whom the minority
believe would be invaluable to this examination were not able to participate for a
variety of reasons. As I noted before, the Chairman and I spoke previously this week
and he has made a commitment to undertake more hearings on this subject in the
near future. At that time, interested Members will be allowed to testify as well as
other witnesses whose vantage and experience might prove instructional to the Sub-
committee.

The California experience offers an interesting look into the process and potential
pitfalls of restructuring the electricity market. In 1996, California passed legislation
to restructure their electricity market and bring full retail competition to its citi-
zens. Since 1996, California has embarked steadily on a restructuring plan and con-
sumers should be enjoying the benefits of a fully competitive wholesale and retail
market. Instead consumers are faced with frequent power shortage alerts, increased
rates and rolling blackouts.

The California experience has proven a recipe for disaster: analysts did not ade-
quately anticipate supply demands; utilities were not permitted to purchase power
under long term contracts forcing utilities to buy power on the spot market at out-
rageous prices; weather pattern changes have resulted in decreased capacity for the
region’s generation units which heavily depend on hydroelectricty; and despite a
sharp increase in demand, virtually no new power plants have been built in Cali-
fornia in a decade.

In addition to examining the restructuring process that California undertook, it
is important to examine whether the steps California is currently taking to rectify
its situation and whether the steps FERC has taken are sufficient to address the
needs of both California’s consumers and electricity suppliers as well as of the needs
of consumers in the western region who are also dependent on the same trans-
mission grid.

Looking at the lessons learned in California, as well as hearing from witnesses
from Ohio and Pennsylvania where other restructuring efforts are underway will
provide a useful exercise as we begin our examination of the flaws that still exist
in the wholesale market and whether there is a federal role to play in fixing this
problem. There are many questions that must be answered, for example, does cur-
rent law give FERC the authority to enable a functional wholesale electricity mar-
ket? Do the provisions of the Clean Air Act play a significant role in the problems
in California, and if so should we consider federal legislation to address any specific
examples of such a correlation? Those are just a beginning to the questions that we
must ask as we examine this matter.

I look forward to the witnesses testimony, the additional hearings and let me say
again how I look forward to a continuation of our bipartisan work together on these
issues which are of fundamental importance to the nation’s economy.

Mr. BARTON. I want to thank you, Congressman Boucher. And I
want to repeat for public consumption, so there is no question what
I have discussed with you privately, based on your suggestion we
will have another hearing specifically on California, if that is the
wish of the minority. Also, based on your comments and sugges-
tions, if it is your decision and my decision collectively, we may do
a hearing where we specifically have members-only testimony. Now
we may do that in conjunction with a hearing. We may do it as a
separate stand-alone. If we do that, we will do as many days as is
necessary so that all members that wish to participate in terms of
putting testimony on the record will do so.

In terms of the timing of future hearings, this first hearing we
scheduled as soon as the committee was fully organized on both
sides of the aisle. We were slow on our side. You were slower on
your side. So both parties are almost equally guilty of slowness.
But in the future, at the staff level and the member level, you and
I will be a team in deciding, along with the leadership of Mr. Tau-
zin, the full committee chairman, and Mr. Dingell, the ranking
member, the subject and the timing of the hearings.
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Mr. BOUCHER. I thank the chairman.

Mr. BARTON. When it is a 50/50 tie, my 50 percent is 1/10th of
1 percent more than your 50 percent, simply because we have to
have a way to break the tie. But hopefully there won’t be too many
cases where we have to go to the tie-breaker mechanism.

So I want to reiterate that we have a lot of work to do, and fortu-
nately energy is not a partisan issue, nor is the environment. So
we are going to work together as a team, both at the top and the
ranking file of this subcommittee, if I have anything to do about
it, and as subcommittee chairman I do have something to do about
it.

Mr. BOUCHER. Will the gentleman yield?

Mr. BARTON. I would be happy to yield.

Mr. BoUCHER. I want to thank the chairman for that commit-
ment and again say that his work has been characterized over the
years by an outreach to members on the other side, and by bipar-
tisan cooperation, and I want to commend you for that. I look for-
ward to the work of this Congress with you.

Mr. BARTON. Thank you. With that, I want to welcome our new
vice chairman of the subcommittee, the Honorable Steve Largent
of Oklahoma, for an opening statement.

Mr. LARGENT. Thank you, Mr. Chairman. I will give a slightly
different perspective. I guess some think we are moving too fast.
I would say we are moving too slow. Thank you for the timeliness
of this hearing.

Fortunately, this subcommittee had very little to do with what
is happening in California. It is a crisis in the sixth largest econ-
omy in the world, and something that I think we have to at least
begin educating ourselves on the why and wherefores, on what is
taking place in California. So I thank you for holding this hearing,
in fact, I think we should have done it even sooner if it had been
possible.

Over the last several months, as a Nation, we have been taught
some valuable lessons. In Florida, we have learned some lessons on
civics, election law, judicial process. I think those are valuable les-
sons. In California, we are learning some extremely valuable les-
sons on free market economics. We are learning lessons about sup-
ply and demand. We are learning lessons about regulation and the
effects that it has on markets, and I think the question that is
going to be before this subcommittee and before our full committee
is what is the best method to meet those market demands, to bal-
ance the law of supply and demand. Is it best to continue to try
and meet the demands of the market by allowing to continue the
last remaining monopolies in this country, the electric utility mo-
nopoly, or is it perhaps better to move to a more transparent and
free market where competition is alive and vibrant? I think this
question is really the issue.

Over the course of the last couple of years, we have taken off the
table Federal mandates to have a date certain when States have
to move to electric retail competition. Today, we are now talking
at the Federal level about how to clear up the wholesale markets
in this country, where there are some really significant problems
that exist. And I would tell you that the focus of my effort on this
committee is to work with the chairman to resolve these issues. It
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can be summed up in three words, and that is transmission, trans-
mission, transmission.

We will focus our attention like a laser beam on how we can re-
solve the transmission problems that exist today so that we can
have vibrant competition in the wholesale market, which does not
currently exist, even though it desperately needs so.

So with that, Mr. Chairman, I would like to ask for unanimous
consent to submit my full testimony for the record and look for-
ward to the testimony of our witnesses. Thank you.

Mr. BARTON. Without objection, so ordered.

[The prepared statement of Hon. Steve Largent follows:]

PREPARED STATEMENT OF HON. STEVE LARGENT, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OKLAHOMA

Mr. Chairman, I've been waiting with a great deal of anticipation for this morn-
ing’s initial subcommittee hearing of the 107th congress. California’s electricity cri-
sis has been in the national news now for almost three months and it’s led to the
question—have the lights gone out on electricity deregulation?

That’s the question state and federal legislators now face after witnessing Califor-
nia’s deregulation fiasco. My hope is that California’s problems will not undermine
sincere debate over the long-term value of getting rid of our last real monopolies
and allowing citizens to choose their electricity providers.

In my own home state of Oklahoma, we’ve passed a state deregulation plan, how-
ever, now state legislators are understandably reluctant to move forward with the
implementation plan. No one wants to be in the crosshairs as Governor Davis has
been over the past few months.

However, it’s important to remember that California is unique. Take Silicon Val-
ley for example. The average microchip processing plan uses enough electricity to
power 50,000 homes. As a consequence, the demand for electricity has skyrocketed
in California over the last decade. At the same time the demand for electricity has
failed to keep pace with this rising demand.

Thanks to California’s onerous environmental policies, no new generation has
been built in over a decade. By way of contrast—my state of Oklahoma will soon
have over 9,000 megawatts of new electricity generation capacity. The difference?
A generation facility that takes two years to complete in California would take
seven years to complete in California due to delays caused in great part by over-
zealous environmentalists.

California exacerbated the problem with its well-intentioned, but unfortunately,
now well thought out deregulation bill, AB 1890. AB 1890’s stranded cost recovery
provisions virtually ensured that no new competitor would enter the retail market
until the costs were fully reimbursed.

California forced its incumbent utilities to purchase power on the day ahead spot
market by disallowing the use of hedging tools typically employed by utilities to en-
sure they don’t pay exorbitant prices in the wholesale market.

Finally, California instituted rate caps in an effort to insulate ratepayers from
high prices. While caps may be a short term solution, they prevent consumers from
receiving true price signals and actually increase demand because there is no incen-
tive to conserve.

On the federal level, proponents of electricity restructuring such as myself are
faced with the challenge of convincing our colleagues that federal action won’t result
in more California-type disasters.

What should we do at the federal level to promote wholesale competition? It
should come as no surprise to many of you in this room who have worked with me
on this issue for the past 3 or 4 years: transmission, transmission, transmission.

Congress must address the adequacy and regulation of transmission. Today’s grid
was not built to handle the load generated by today’s economy. We must find ways
to incentivize the building and placement of new transmission. We must also set
clear and transparent rules for the operation of the grid.

I firmly believe that the lights are still on for deregulation. I look forward to
working with our able chairman and my colleagues on the subcommittee in a bi-
partisan manner on this issue. Consumers in California, as well as the rest of the
country, deserve nothing less.
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Mr. BARTON. We want to welcome back to the subcommittee the
Honorable Henry Waxman of the great State of California.

Mr. WAXMAN. Thank you very much, but under the rules, we are
called on in the order in which we appeared, so I want to have Mr.
Strickland and Mr. Doyle precede me in my opening statement.

Mr. BARTON. All right. I thought you all appeared about simulta-
neously. If Henry Waxman wants to be a gentleman and yield, I
am going to let that happen.

Who was the first?

Mr. DoYLE. We will defer to our senior colleague.

Mr. WAXMAN. All right.
| 1\%1{; BARTON. Who was the first? Was it Mr. Doyle or Mr. Strick-
and?

Mr. STRICKLAND. I was first, but I am going to defer to Mr. Wax-
man.

Mr. WAXMAN. Well, I thank my colleagues for being so courteous.

Mr. BARTON. Let’s watch this exercise in gentlemanliness here.
Mr. Waxman of California, who has seniority and has been very ac-
tive in the past on this subcommittee, we welcome him back.

Mr. WAXMAN. Thank you very much. And I think perhaps I am
being deferred to not only because of my age but because I am a
Californian and at the moment I see myself as the only Californian
present for this hearing.

Mr. BARTON. We have Mr. Radanovich on our side of the aisle.

Mr. WAXMAN. Oh, I didn’t see him. I am glad that we have got
some reinforcement from California on the committee.

Mr. RADANOVICH. Thank you.

Mr. BARTON. It is a big State.

Mr. WAXMAN. We are tackling an extremely important issue
when we look at the California energy issue. Californians are angry
and confused. Many people feel as if they are being held hostage
by out-of-State energy generators. They believe that these compa-
nies are taking advantage of the energy shortage by charging astro-
nomical prices. Others blame our major electric utilities, PG&E
and Southern California Edison. They think these companies were
the architects of California’s deregulation plan, made billions off
California consumers in the early years of deregulation and are
now seeking a State bailout caused by their own poor planning.
And others blame government.

They are angry that California’s former Governor Pete Wilson
and the California legislature could enact such a flawed deregula-
tion bill. They are dismayed that California’s current Governor,
Gray Davis and the California legislature, have not yet solved this
problem. And they feel abandoned by President Bush and the U.S.
Department of Energy, who, they believe, hold the tools to provide
immediate relief to California.

Sorting out these issues will be difficult but essential. If we fail
to properly diagnose the cause of California’s energy problems, we
will surely fail in finding a cure, and we may find that other places
around the country will continue to make the same mistakes.

I don’t have the answers yet, which is why I welcome this hear-
ing, but I do know that there is at least one red herring that is
being promoted by special interests looking to exploit California’s
plight for their own gain. I am talking about the efforts of some
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in the energy industry and Washington that blame the Clean Air
Act for California’s energy problems. The latest example happened
just last Friday when the President’s spokesman told the press
that Governor Davis had asked the administration to waive Fed-
eral emission standards for California so that more electricity could
be produced. This was hype designed to build support for environ-
mental roll-backs. Governor Davis did not request that President
Bush waive emission limits. All he had asked for was assistance in
expediting the permitting process.

The fact is the Clean Air Act has not restricted energy produc-
tion in California. Those plants that need the flexibility to operate
additional hours are being given permission to do so, and nine new
power plants have received approval to start construction since
1999.

In anticipation of this hearing, I wrote Mike Kenney, the head
of the California Air Resources Board, about the impact that envi-
ronmental regulations were having on California’s energy prob-
lems. Here is what Mr. Kenney responded: “No essential electricity
generation has been curtailed due to air emissions limitations.
State law and local regulations provide several means to address
permit limitations without disruption of electrical generation or un-
mitigated damage to air quality.” And I am going to ask unanimous
consent to make Mr. Kenney’s letter part of the record.

Mr. BARTON. Without objection.

[The letter follows:]

AIR RESOURCES BOARD
SACRAMENTO, CALIFORNIA
February 14, 2001
The Honorable HENRY A. WAXMAN
House of Representatives
2204 Rayburn House Office Building
Washington, DC 20515-0529

DEAR REPRESENTATIVE WAXMAN: As you no doubt are aware, during California’s
current energy crisis, some critics have identified the state’s air pollution control
programs as the cause of the energy shortage. With respect to the current energy
crisis, it is obvious that no one factor can be identified as the cause, The matter
is too complicated for such a simple explanation. However, under existing environ-
mental programs Governor Gray Davis has directed that state and local regulators
ensure that power generating sources remain in operation under environmentally
sound conditions. No essential electricity generation has been curtailed due to air
emissions limitations.

Governor Davis, through the recent exercise of his emergency powers under state
law, has ensured that power generation will continue. He has added substantially
to the state’s ability to deal with our current energy situation. Although existing
laws and regulations provide mechanisms for addressing our power needs, they can
also require substantial time and process. The Governor’s actions have ensured that
where statutory and regulatory impediments exist, they will be swiftly addressed.

The Governor’s clear instructions and grant of authority to the state agencies hav-
ing jurisdiction over the siting and operation of powerplants will have immediate
and substantial impacts on adding new electricity generation sources. Today, the
State has already licensed approximately 7,000 MW of new baseload power genera-
tion. The State is also pursuing approximately 1,000 MW of new peaker generation
that would potentially be on line by this Summer. In sum, the system works, The
Governor’s utilization of his emergency powers to expedite the process of power
plant siting while maintaining environmental standards confirms that California
can maintain its environmental and economic objectives.

California has a unique and long history of achieving both economic and environ-
mental success. The Governor’s Executive Orders and existing statutes and regula-
tions reflect continuing and unceasing efforts to balance our economic and environ-
mental needs.
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Our history also reflects a pattern of success even in the face of unparalleled and
significant challenges. California, the state with the largest population in the coun-
try, has made incredible strides in improving air quality and public health. At the
same time, the State has enjoyed immense population and business growth. During
this current energy situation, the State will maintain its record of achieving a bal-
ance among all the issues to ensure that a reasonable and successful solution is
achieved.

INTRODUCTION

Over the last several months there has been an increasing focus on environmental
laws as contributing to the energy crisis. This concern has taken two distinct forms:

1. The charge that environmental laws have prevented maximum utilization of ex-
isting electrical generation facilities; and

2. The allegation that environmental laws have prevented bringing new electrical
generation facilities online.

The first comment usually reflects a concern that air quality regulations are the
primary impediment to power generation. The second comment is less specific and
simply reflects a general view that state regulations have prevented major power
plant construction. These statements have diverted attention from the true, and
complex, causes of the current energy situation and have therefore not contributed
to productive efforts to resolve it. The two comments are addressed below.

IMPACTS OF ENVIRONMENTAL LAWS ON EXISTING ELECTRICAL GENERATION

All central station electrical generating facilities must be permitted by the local
air pollution control and air quality management districts as stationary sources
under the State Implementation Plan (SIP) incorporated district rules. These per-
mits are based in large part upon operator-provided information that includes such
factors as hours of operation and fuel type. This information has a direct bearing
on the facility’s anticipated emissions. Based on this operator-provided data, emis-
sion limits are imposed through the air permits. In short, the permits are prepared
based on the criteria that best represent the facility’s planned operation. It is these
operator-defined limits that have been at issue. These facilities are now in a position
of having to generate electrical power at rates in excess of those assumed during
the permit process to meet public needs.

Despite this unanticipated high level of operation, through the joint efforts of the
districts, the Air Resources Board (ARB), and the California Energy Conservation
and Development Commission (CEC), as well as the assistance of the U.S. Environ-
mental Protection Agency (U.S. EPA), needed electrical generation has not been in-
terrupted. State law and local regulations provide several means to address permit
limitations without disruption of electrical generation or unmitigated damage to air
quality.

The ARB has assisted the districts in addressing any potential issues arising out
of their efforts to maintain power generation. ARB has maintained close coordina-
tion with the U.S. EPA to ensure that state and local response to the energy situa-
tion does not raise concerns at the federal level. We have approached the electricity
shortage with an environmentally sound balance of need awareness and impact con-
cern. U.S. EPA has indicated its understanding of the complexities California is fac-
ing and has indicated a continued willingness to assist.

At the Governor’s direction, the ARB has attempted to balance the State’s energy
needs with the public’s right to clean air. Existing air quality regulations have pro-
vided the flexibility to address expeditiously the unexpected power demands of the
State without material harm to air quality. These accommodations have been com-
pleted in very short time frames and have ensured continued power generation. Al-
though this task previously required a degree of time and process, our ability to ac-
complish this task has now been significantly enhanced by the Governor’s Executive
Orders.

The additional grants of authority to the Governor under the Emergency Services
Act augments existing statutory powers and increases the ability of state and local
agencies to work together in significantly reduced time frames. Whether it is pro-
viding for an existing source to operate beyond its permitted hours of operation or
streamlining certification of new peaking sources, the Governor’s emergency Execu-
tive Orders. provide even greater flexibility in responding to source specific genera-
tion issues than previously existed.
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IMPACTS OF ENVIRONMENTAL LAWS ON BRINGING NEW ELECTRICAL GENERATION ON
LINE

The second area of criticism is that environmental laws impede bringing new elec-
trical generation online, All new proposed powerplants must be constructed and op-
erated in compliance with applicable federal, state, and local air pollution require-
ments. Within California, the 35 local air pollution control and air quality manage-
ment districts are responsible for regulating emissions from stationary sources with-
in their jurisdiction, including powerplants. At the state level, the ARB is the agen-
cy charged with coordinating efforts to attain and maintain federal and state ambi-
ent air quality standards and comply with the requirements of the federal Clean Air
Act. To this end, the ARB coordinates the activities of all the districts in order to
comply with the Clean Air Act.

Some have cited California’s environmental laws as the reason new power genera-
tion has not been built in recent years. However, a review of CEC’s siting history
demonstrates otherwise. Information from the CEC shows approval of 36 projects
totaling 4,313 MW of generation from 1979 to 1996. Since April 1999, the CEC has
approved 9 major power projects (including one expansion) totaling an additional
6,278 MW.! Six of these plants are under construction and four of those six are ex-
pected to be online this year, with start dates spanning from July through Novem-
ber. Another 14 projects (new sitings and expansions) are currently under review
for an additional 7,736 MW of capacity. Lastly, there is still an additional 7,960 MW
of capacity that has been publicly announced and for which the CEC anticipates re-
ceiving applications this year.

More specifically, some have also argued that costs of compliance with air quality
regulations are too substantial and that they must be relaxed if we are to achieve
the power generation we need. This argument generally has translated into one of
insufficient environmental offsets for the siting of powerplants. This argument is
flawed. Today, as mentioned above, approximately 15,000 MW of new electrical gen-
eration has either been approved or is in the licensing process. All of these projects
have included environmental offset packages. We have also heard this argument
with regard to the siting of new peaking facilities. Here, a problem potentially did
exist for expeditious siting; however, the Governor has created an emission offset
bank at ARB that will ensure that any such peaking facility can be sited.

The CEC’s siting process is designed to take 12 months. However, a number of
factors, other than environmental regulations, have recently influenced individual
project timelines. Over the last two to three years, the actions of local activists,
businesses, and others have slowed the pace of some projects. In fact, power genera-
tors themselves have utilized the siting process to hold up the licensing of a compet-
itor. Since 1997, competing companies have intervened in 12 of the 21 projects pro-
posed licensing. Their participation has slowed the process in at least four cases.

Constraints on electrical generation capacity from central station powerplants
have caused increased interest in the use of distributed generation (DG). DG is elec-
trical generation near the place of use. Yesterday, the Governor announced his sup-
port for legislative action that will provide incentives for distributed generation, Pre-
viously, the Governor signed Senate Bill 1298 (on September 25, 2000) which directs
ARB to adopt a certification program and uniform emissions standards for DG tech-
nologies that are exempt from the permitting requirements of districts. This pro-
gram must be in effect by January 1, 2003. ARB is on a fast track with this program
and expects to propose its certification program and uniform emissions standards
for ARB Board consideration by the end of this year.

The districts, ARB and CEO have been working diligently within the scope of the
siting process and applicable regulations to site power plant projects, while ade-
quately addressing air quality concerns. It is apparent that air quality regulations
have not been the key impediment in permitting powerplants.

As the foregoing demonstrates, it is not environmental regulation that has pre-
vented the creation of additional power generation. Rather, many factors have con-
tributed to the current crisis. Among those is also the fact that Market participants
can and do manipulate the electrical power market by withholding capacity in order
to maximize their price of electricity.

Even the Federal Energy Regulatory Commission (FERC) agrees. Although it
found insufficient evidence of market manipulation by any individual market partic-
ipant:

“...there was clear evidence that the California market structure and rules pro-
vide the opportunity for sellers to exercise market power when supply is tight
and can result in unjust and unreasonable rates under the EPA...we reaffirm

1Compare: during the entire Wilson Administration, a total of 1465 MW of power was added.
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our findings that unjust and unreasonable rates were charged and could con-
tinue to be charged unless remedies are implemented.” 2
ARB will continue its efforts to ensure that California has the maximum electrical
power output possible. ARB will work to mitigate the adverse effects of this in-
creased electrical output to the extent it does not impair it. This can be done within
the confines of existing law. As Governor Davis has said, California is dem-
onstrating that we can cut red tape, build more powerplants and continue to protect
the environment.
If you have any questions, please feel free to call me at (916) 445-4383.
Sincerely,
MICHAEL P. KENNY
Executive Officer

cc: Congressman John D. Dingell,
Ranking Democratic Member,
Committee on Energy and Commerce

Mr. WAXMAN. If air pollution laws were causing the energy crisis,
Los Angeles should be having the worst problems in California be-
cause LA has the toughest air quality regulations in the Nation,
but the Los Angeles Department of Water and Power, which did
not participate in the deregulation plan, is supplying Los Angeles
with plenty of power. In fact, despite the tough air pollution laws
and Los Angeles’ tremendous economic growth, DWP is able to gen-
?ratg surplus energy electricity to be used by other parts of Cali-
ornia.

Those who would blame the Clean Air Act and other environ-
mental laws are doing a double disservice to my State. Their efforts
to roll back environmental laws not only threaten the quality of our
environment, but they also make it more difficult to solve Califor-
nia’s energy problems. Turning this issue into an environmental
battle is a huge mistake. It will distract us from identifying and
addressing the true causes of California’s power crisis.

Times of difficulty and crisis usually bring out the best in Ameri-
cans. I hope that this will be the case once again. We need to work
together to find the right solution for California, not cynically use
California’s plight as a ruse for undermining the Nation’s environ-
mental laws.

Mr. Chairman, I thank you for this opportunity to make this
opening statement. I look forward to the hearing that you promised
us a few minutes ago on the California issue, where you will invite
not only members who wish to testify, but those interested parties
who have something to contribute. It is unfortunate that many
weren’t able to testify today, but we will look forward to hearing
from them and getting their testimony on the record at the subse-
quent hearing that you have suggested you would be calling. Thank
you.

Mr. BARTON. Thank you, Congressman.

I want to just point out in terms of the record, in terms of the
witnesses from California, we invited every witness that the major-
ity and the minority asked to be invited from California and be-
cause of—and we had a number of distinguished Californians who
iri)iltially agreed to testify, and then for various reasons were not
able to.

Mr. WAXMAN. Mr. Chairman, I certainly didn’t mean a criticism
for which you should respond, because I wasn’t criticizing anything

20rder Directing Remedies for California Wholesale Market 91 FERC 61,294 December 15.
2000 (California Order 215 at pp. 33, 34).
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except to say there are others who ought to be on the record, not
just from California, but others who have some expertise on this
subject. I know that the head of our delegation, Congressman Sam
Farr, wrote you a letter with a request for witnesses, which were
not accommodated. Witnesses can’t always be accommodated at
every hearing, and as long as we get a chance to hear from people
who have something relevant to say in the future, that is all any
of can request.

Mr. BARTON. We are going to give every opportunity to make
that happen.

I want to point out that we are not going to hold people tightly
today to our 3-minute opening statement requirement if you are
not chairman or ranking member, but our rules do allow for open-
ing statements no longer than 3 minutes, and I would hope that
we could at least make a cursory attempt to comply with that.

Mr. Shimkus of Illinois, who was the first member here, we
would be happy to recognize for an opening statement.

Mr. SHIMKUS. First on our side. We are so nice today. That is
great.

Mr. BARTON. We are going to be nice all year long. This is the
nice subcommittee.

Mr. SHIMKUS. It is great to be here dealing with energy dereg
right now. This will be starting my fifth year. There is a lot of les-
sons across the country on those who have been successful, those
who have fallen short. This hearing is really important, and I agree
with my colleague Steve Largent. Transmission, transmission,
transmission is the bottom line of how we need to address the com-
petitive market in the future.

I would like to submit into the record an article written by Harry
Levins. Sometimes I question journalism and how they can write
because they are trained to be writers not in the field that they are
writing for, but this is the second time that I have read articles by
Harry Levins from the Post-Dispatch that is right on. One was
early in the energy dereg on stranded costs, and this was one just
a couple of days ago, and I think it would be a great credit for our
colleagues to get a chance to read it, and if I have your permission,
I would like to submit that for the record.

Mr. BARTON. Without objection, so ordered.

Mr. SHIMKUS. Also on the second panel, I will have John Rowe
of Exelon, ComEd in Illinois, present, and also Peter Esposito of
Dynegy. Dynegy is obviously from the great State of Texas, but also
has a major presence now in Illinois. What we have learned in Illi-
nois is that you can’t rely on one single source of a commodity
product to power generating facilities. When you do that, you fail.

Illinois hasn’t totally been successful. We did have really high
price spikes of 2 years ago based upon the summer, but as Cali-
fornia will get through this, Illinois got through it also. But it does
require the competitive market to be a competitive market, and for
people to recover capital investments when they build power plants
and when they build transmission facilities. So this is going to be
a very interesting year. I think many of us have been waiting for
a couple of years to get to this point. Sometimes it takes crises to
raise issues of national level that—an issue like California that
helps us address common economic principles of supply and de-
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mand and, and there will be some people who shake their heads
out here, the aspect of physics that even though electricity is a
commodity, it is not a stored commodity. Those electrons are just
bebopping all over the place. It creates some interesting different
challenges than just a commodity product.

So I am excited about it, Mr. Chairman, and with that, I will
yield back my time.

[The prepared statement of Hon. John Shimkus follows:]

PREPARED STATEMENT OF HON. JOHN SHIMKUS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF ILLINOIS

Good morning, Mr. Chairman and to all who have shown up this morning. I would
like to thank the Chairman for calling this hearing on this issue. There is a lot we
can learn, not only from the California situation, but from other states as well.

I am very happy to see two companies represented today that play important roles
in the successful implementation of my home state of Illinois’s deregulation law.
John Rowe of Exelon, ComEd in Illinois, and Peter Esposito of Dynegy.

I would like to take a moment to speak on, not what went wrong in California,
but what went right in Illinois. To Illinois’ credit, critical policy decisions were made
on the basis of sound economics, rather than political expediency. And, the process
used to develop the eventual legislation was inclusive rather than exclusive. All
stake holders were invited to sit down and help draft the legislation.

Illinois’ more measured approach has given Illinois electricity companies the op-
portunity to prepare for a competitive market, while introducing the concept of
choice to consumers. The Illinois law recognized that any attempt to undo a century
of economic regulation could not occur overnight. Nor has the process been without
problems, as was seen during the price spikes in the cost of electricity during the
summer of 1999.

Unlike California, Illinois did not require utilities to sell their power plants. In-
stead, when Illinois utilities chose to sell their power plants, the Illinois Commerce
Commission required long-term contracts between the new owners and the elec-
tricity company to guarantee that consumers demand will be met at reasonable
prices.

One important factor is Illinois success (so far) is that generation of electricity in
Illinois comes from a diverse group of generation sources. Coal, nuclear, natural gas
and renewables all play an important role in the generation of electricity in Illinois.
This balanced energy portfolio means that Illinois is not susceptible to price spikes
that are a result of one form of generation becoming too expensive, like we are see-
ing currently because of the high cost of natural gas. This is a lesson I think the
rest of the country should look at.

Again, thank you for having this hearing today Chairman Barton. I look forward
to hearing how other states are handling electricity deregulation and what lessons
we can learn from them.

[Sunday, February 11, 2001]
STATES HOPE TO LEARN FROM CALIFORNIA’S MISTAKES
By Harry Levins, Post-Dispatch Senior Writer

In hindsight, the state’s deregulation plan was a mess in the making. New power
plants never sprang up. And planners grossly underestimated demand.

California made a mess of deregulating electric power. On that, just about every-
body agrees.

But will chaos stalk other states that deregulate?

“What’s happening in California couldn’t happen in Illinois,” says economics Pro-
fessor Sanford Levin of Southern Illinois University at Edwardsville. He speaks
with authority; after all, he served as a utility regulator on the Illinois Commerce
Commission from 1984-86.

Illinois has already started down the path of deregulation. Missouri has yet to
move, although most people expect deregulation to come sooner or later. In the
meantime, Missouri can take a long look at California’s mistakes.

“The ‘Show Me’ motto really does pay off sometimes,” says Dan Cole, senior vice
president of Ameren Corp., the parent company of Missouri’s AmerenUE. With Cali-
flornia showing other states how not to deregulate, the process should pack less pain

ere.
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In fact, it seems to be working well in Pennsylvania. That state has been deregu-
lated about as long as California. But in Pennsylvania, the theory works as adver-
tised. Competition has given Pennsylvanians choices—and has held their bills down.

So what went wrong in California? And what can Missouri and Illinois learn from
California’s foul-up?

“We’ve pulled the plug”

For most of the 20th century, all states regulated electric utilities. The thinking
ileld that power was too vital to society to be tossed into the whims of the free mar-

et.

The utilities agreed to serve everybody in their area as reliably as possible, at
rates set by the state. In return, the state agreed to set those rates high enough
to cover the utility’s costs, plus a certain percentage for profit.

The formula was fairly standard from state to state. Even so, the rates weren’t.
The Midwest enjoyed generally low rates. The Northeast and California paid a pre-
mium.

California sits far from the coal fields of the Midwest. The stuff had to be shipped
in, at great cost. Anyway, just about everything costs more in California.

But industries in California groused at paying higher power bills than their com-
petitors paid in places like Missouri. The California executives said that although
their businesses had to play by the free-market rules, the state’s utilities did not.

The executives had a point.

A regulated utility is all but guaranteed a profit. What’s more, a regulated util-
ity’s profits go up as its costs go up. Under the old system, nothing prodded utilities
to cut costs. At Wisconsin Power & Light, the top dog once said, only half jokingly,
“This is the only business in the world where you can increase your profits by re-
decorating your office.”

But starting in the late 70s, a wave of deregulation swept through the land. Sud-
denly, competition took hold among airlines—and trucking companies, railroads,
phone companies and so on.

California wasn’t the first state to deregulate power. (New Hampshire took that
title, in May 1996.) But California was the first big state to do so, and the state
that the rest of the nation watched.

On Sept. 23, 1996, then-Gov. Pete Wilson signed the deregulation bill, looked up
and said: “We’ve pulled the plug on another outdated monopoly and replaced it with
the promise of a new era of competition.”

Now, the promise has gone sour—so sour that Wilson’s successor, Gray Davis,
calls deregulation “a colossal and dangerous failure.”

Part of the problem lies beyond California’s control. But in hindsight, California’s
deregulation plan looks like a blueprint for a blunder.

A plan built on flaws

The people who drew up California’s plan in the early 90s had to make some as-
sumptions:

* The planners assumed that if they forced the utilities to sell off their power
plants, they’d spare Californians any sweetheart deals between the wholesalers
and retailers of power.

* The planners assumed that outsiders would flock into California’s massive market
to build power plants.

* The planners assumed that a power grid built for a regulated era would serve just
as well for a deregulated era.

Wrong, wrong and wrong.

California’s utilities sold most of their generating plants to outsiders. But the
state failed to tie the buyers down to long-term contracts on selling the power back
to California. In fact, the state barred most long-term deals.

The planners looked back to the late *70s and early ’80s, when California’s utili-
ties got locked into wildly overpriced long-term deals to buy bits and pieces of power
generated by solar and wind power. The planners told themselves, “We’ll not make
that mistake again.”

In effect, California was like a family that sells its house and then rents it back
without first signing a long-term lease.

As for those new power plants that would spring up: They didn’t. California is
hostile territory for power plants. Nobody wants one in his back yard.

Also, power companies decided to hold off on building plants until they saw how
deregulation shook out. Nobody wanted to invest in the unknown. Anyway, most of
the state’s newer plants burn natural gas, which has recently flared up in price.

Finally, California’s stern environmental laws amount to an obstacle course for
construction.
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California has nine big plants going up or on the drawing boards. Contrast that
with Texas, which will welcome deregulation two years down the road with 70 new
plants either on line, being built or in the planning stage.

As for those transmission lines, the “power grid”—they’re showing the strain. The
original design was meant to let utilities hook up with neighboring utilities. That
way, they could help one another at crunch time.

But nobody designed the grid as a long-haul highway for moving power vast dis-
tances. The California grid has bottlenecks that make an already tight supply even
tighter. And under the state’s deregulation plan, nobody has much incentive to
string more lines.

Supply and demand

On top of the faulty assumptions, California’s planners made some downright bad
judgments.

They grossly underestimated the demand for power, which boomed along with the
state’s economy. Back in the early ’90s, for instance, nobody thought much about
the Internet. But today, some people estimate, Internet-related activity eats up 8
percent of America’s power.

And when it comes to the Internet, California is action central. A middling
microchip plant sucks up as much power as a small steel mill. A center for computer
servers and routers will drain off almost 20 times as much power as the same-sized
office building next door.

The planners overlooked population growth in California’s neighboring states.
Even in the best of times, across a year, California must import about a quarter
of its power. But the handiest sources—booming states like Arizona, Oregon, Wash-
ington and Nevada—now have less spare power to feed California.

(Much of the cheapest imported power came from the hydroelectric plants along
the rivers of the Pacific Northwest. But the Northwest has hit a dry spell. When
air-conditioning season kicks in this summer, it may well open a long and very hot
summer in California.)

Finally, the planners seem to have made their biggest blunder by barring long-
term contracts.

Instead, California set up something called the Power Exchange, or PX. The PX
bought and sold power a day ahead of time. Generators would notify the PX how
much power they’'d sell the next day, and for how much. Utilities would tell the PX
how much power they’'d need the next day. The PX computers would draw the sup-
ply-and-demand curves and set the price.

But the system needed a safety switch. If the day-before numbers were wrong—
if the supply or demand strayed from the predictions—the state had to have an
agency that could step in right away. That’s because the quirky nature of electricity
means that supply and demand must balance perfectly. Should they wander out of
whack, the lights go out, or substations go up in smoke.

The safety switch is called the California Independent System Operator, or Cal-
ISO. To keep supply and demand in balance, Cal-ISO can put out the call for more
power, right now. But this right-now power costs more—sometimes, a lot more.

The power generators soon learned to play the system. On Monday, they could
shave back their offerings to the PX toward covering Tuesday’s demand. Then on
Tuesday, they could sell their power at a premium to the desperate Cal-ISO.

Investigators are poring through the records to see whether the generators
stepped outside the law’s bounds. But the rules as written give generators every in-
centive to hold back their power until they can get top dollar for it.

The state’s plan called for temporary rate caps for consumers. But by May 2002—
or as soon as each utility paid off its past investments, whichever came first—the
rate caps would come off. Consumers would pay the free-market rate for power.

The theory held that competition would do more than hold down rates. Competi-
tion would actually cut rates.

Competition arrived on July 1, 1999, for the 3 million customers of San Diego Gas
& Electric. For the first summer and winter, nobody seemed to notice.

But last summer, hot weather set in, demand rose—and suddenly, electric bills
tripled. Consumers hollered, and the California Legislature listened. By the end of
August, the rate caps went back in place.

Now, San Diego Gas & Electric had a real problem. It had to pay the free-market
rate for the power it sent through its transmission and distribution lines to cus-
tomers’ homes. But the customers were paying SDG&E the regulated rate. For a
utility, that’s the worst of both possible worlds: buying dear and selling cheap.

The problem soon spread northward to California’s other two big utilities. Last
month, they teetered on the brink of bankruptcy before the state stepped in. Now,
the state is brokering long-range contracts with generators.
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But until things settle down, Californians are holding their breath, wondering
whether rolling blackouts will put them in the dark.

It’s a mess. But so far, it seems to be a uniquely California mess. Other states
have ducked California’s bullets.

In Illinois, for example, the power supply is ample, and getting even more so.

Illinois is phasing in deregulation instead of trying to make the jump in one
bound. Businesses have been the first to feel it. By the time residential customers
enter the free market in May of next year, most of the kinks-should be smoothed
out.

Illinois hasn’t put a gun to the utilities to sell their generating plants. Nor has
Illinois or any other state barred utilities from hedging against price jumps by buy-
ing power through long-term contracts.

Does deregulation work? Ask satisfied Pennsylvanian Bonnie Graham, a college
administrator in Philadelphia.

In the old days, Graham’s monthly power bill from the Philadelphia Electric Co.
ran to about $80. Now, she pays about $60 to her new provider, Green Mountain
Energy of Austin, Texas. She says, “I'd never go back.”

Illinois hopes to repeat the success of Pennsylvania and avoid the calamity of
California. People like SIUE’s Levin are confident that Illinois can hold the gremlins
of California at bay.

Meanwhile, Missouri’s legislators will probably sit tight this session to see what
happens elsewhere. As Ameren’s Cole notes, being in the second wave isn’t always
a bad thing.

But Cole says that at some point, Missouri will have to move into the deregulated
future. California aside, he says, development is following deregulation. Businesses
are building where rates are cheaper.

“Sure, there are problems with deregulation,” Cole says. “But we’re pushing it in
Missouri, because we like what we see in Illinois.”

Mr. BARTON. We are going to let you bebop a little bit this year,
too, Mr. Shimkus.

We are going to go now to Mr. Strickland of Ohio for an opening
statement.

Mr. STRICKLAND. Thank you, Mr. Chairman. Mr. Chairman, I am
going to be moving in and out of the committee today because I
have divided responsibilities, as I think many of us do.

I would like to begin my comments by welcoming an Ohioan, Dr.
Schriber, who is the chairman of the Ohio PUCO. We have worked
together on protecting the uranium enrichment plants in southern
Ohio and other matters, and I am very proud, Alan, that you are
here representing the Buckeye State and look forward to your testi-
mony.

Mr. SCHRIBER. Thank you.

Mr. STRICKLAND. Mr. Chairman, this country needs a com-
prehensive energy policy. We need to utilize coal. We have, I am
told, hundreds of years of coal reserves in this country.

We need to increase refining capacity. We need to use more eth-
anol and other such energy sources, and we need to stress con-
servation.

I am terribly concerned that the nuclear side of our energy needs
is in serious jeopardy. Approximately 20 percent of our energy
needs, electricity in this country, is generated by nuclear power
plants, and we have only two remaining enrichment facilities in
this country, and one will be closed in June of this year, and I won-
der how many members of this Congress understand what is facing
us.

It is a looming crisis, and as we consider all aspects of our energy
needs, I hope that this committee will, at some point in the future,
focus on the critical needs of our nuclear energy.
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With that, I want to thank you for this committee and I look for-
ward to learning a great deal today. Thank you.

Mr. BARTON. Thank you. And I would share many of the senti-
ments that you echoed in your opening statement. I think they are
very well put.

We want to welcome a new member of the committee and the
subcommittee to this hearing, Mr. Walden of Oregon.

Mr. WALDEN. Thank you very much, Mr. Chairman. I am de-
lighted to be on this subcommittee and on the full committee and
appreciate your expeditious efforts to have this hearing scheduled.

There is no greater issue affecting the Pacific Northwest than the
energy crisis that is afflicting California. To say that there isn’t a
collision between the environment and energy production is to ig-
nore the basic problem we have in the northwest, because when we
exceed the biological opinion on the river system to flow water
through the turbines to produce power to prevent blackouts and
brownouts in California, we are engaged in that debate between
the environment and energy. And that is happening now in the Pa-
cific Northwest. It happened last summer when California faced
brownouts.

We exceeded the biological opinion to protect and preserve salm-
on and restore their runs in order to bail out California. Now we
are in that same spot market with California competing for energy
at a time when our peak loads are there. It is a huge problem that
is affecting industry and community from farmers to production of
aluminum in my district and throughout Oregon, and I am de-
lighted that today we are going to begin to hear what happened in
California, what is happening and then take a look, as the com-
mittee progresses, on what can be done to work our way out of this
situation.

Mr. Chairman, I think we need several things, a thorough anal-
ysis of all the power assets, especially in the Pacific Northwest
hydro system, to determine what is fully in use, what is not and
why, and what could be put into production. 70 percent of our
power in the northwest comes from hydro. We need a thorough
analysis of the licensing requirements and time lines, both from
FERC and as it relates to hydro relicensing as well as other facili-
ties. Do these time lines make sense in today’s environment? And
are there ways to streamline the time lines while continuing to en-
sure environmental quality and protection?

We need a thorough analysis of incentives for renewable energy
and conservation, efforts that we are certainly promoting in the
northwest, because the cheapest production of power is that which
is never used that results from conservation, and so in this time
of great crisis, we need to be moving forward on conservation as
well as production of energy and looking at the alternatives and
the renewables.

We also need a thorough analysis of the transmission system,
both its capability, capacity and reliance. As I have been told by
leaders on northwest energy issues, that we could go ahead and
put plants on-line, perhaps using clean coal technology further to
the east in Wyoming and Montana and yet lack the transmission
capability and capacity to send that power to where it is needed
most. And I know that is also an issue in California between the
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southern part and the northern part. They may have a surplus in
the south, but you have to route it up through the northwest to get
it to the northern end of California, and we need to be looking at
that. And again, siting issues, construction issues and how those
Federal laws interact are all critical elements of making sure we
have both a reliable and sufficient power supply.

Mr. Chairman, thank you for this hearing. I look forward to serv-
ing with you on this committee.

Mr. BARTON. Thank you. We look forward to working with you.

We also want to welcome a new member of the full committee
and the subcommittee to his first subcommittee hearing, Mr. Doyle
of Pennsylvania, who at the appropriate time will introduce the
witness from Pennsylvania.

Mr. Doyle.

Mr. DoYLE. Thank you very much, Mr. Chairman, and thank you
for convening this hearing to examine the electric supply and mar-
ket problems in California and to further determine the extent to
which conclusions can be made about the distinct roles of Federal
and State regulations through a comparison of electricity choice
plans enacted in Pennsylvania and Ohio. Just as the California
power crisis has sparked a national debate on deregulation, it has
also heightened the need for a full and serious discussion about
what constitutes a successful State regulation plan. One thing that
can be learned from a comparison of California and Pennsylvania
is that regional factors should not be ignored, but should guide the
formulation and implementation of a State’s plan. And while popu-
lation, climate and economic development trends all are important
regional factors to consider, it is of the utmost importance that
States also look at the factors of energy generation, transmission
and distribution in much the same ways.

California has experienced an increase in population, severe
weather and an economic growth and information technology which
requires significant amounts of power. But California’s plan seem-
ingly did not incorporate complementary components into their de-
sign structure. California didn’t address serious generation, trans-
mission and distribution deficiencies adequately to reflect emerging
market and consumer demands.

While Pennsylvania supplies all of its own energy, pays close at-
tention to maintaining core capacity of its energy producing infra-
structure and allows for energy consortiums, California has not
built a single new power plant since before restructuring took
place. This, despite the fact that in 4 years between 1996 and 2000,
electricity consumption grew by approximately 9 percent.

Between 1999 and 2000, electricity consumption in California
grew by 15 percent. And keep in mind that even prior to these
trends, California never produced 100 percent of the energy used
but relied upon imported energy from other States. To compound
this problem, generation capacity has been off-line for maintenance
and their transmission system is constrained. As a result, prices
being paid by consumers and businesses have skyrocketed. Not one
facet of the plan appears to be interfacing well with the others. In
Pennsylvania, however, the plan is reflective of and takes into con-
sideration regional factors and has, in turn, accomplished its goals
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of creating more choice, maintaining a dependable energy supply
and lowering costs.

As Chairman Quain will speak to later, when Pennsylvania
began electricity competition in 1997, rates were on the average 15
percent higher than elsewhere in the United States. Today, Penn-
sylvanians pay rates on average 4.4 percent lower than elsewhere
in the country.

In order to gain greater insight from this comparative approach,
we must also examine how the plans approach the issues of strand-
ed costs, price caps, universal service, public benefits and a host of
other important issues. We must also examine how these States
approach the relationship between restructuring electricity genera-
tion and existing environmental regulations. These are the tougher
matters that I believe we must effectively deal with in order to de-
termine our appropriate role in energy deregulation.

I look forward to working with my fellow members on the sub-
committee in fashioning a cohesive response to the complex and de-
manding set of issues before us today.

Thank you, Mr. Chairman.

Mr. BARTON. I want to thank the gentleman for that opening
statement. And I have got to say for a member who has never been
on the committee or the subcommittee before, to give that kind of
an opening statement, very impressive. Sounds to me like if I
didn’t know better, Chairman Dingell wrote that statement for you,
or something. I am not going to go there, but it is very impressive.

We would now like to hear from another new subcommittee and
full committee member from the great State of Nebraska, the big
red machine, Mr. Lee Terry, Congressman Terry, excuse me.

Mr. TERRY. I answer to everything.

Thank you, Mr. Chairman, for calling this. I will submit my for-
mal statement for the record for time. There are a couple of issues
that have been brought up that I want to just casually mention for
you, Mr. Chairman. I was contacted by a contractor, a developer,
who is currently trying to build a power plant in California, ex-
pressing incredible frustration over the permitting, licensing proce-
dures. They are going to meet with me next week to go over the
details of that. But part of their frustration is that they are in the
process of building this. They thought at the time of crisis that it
would be expedited, but it isn’t. So we will go over the details of
that.

But, you know, we talk about so many levels of problems, and
I wonder if part of the discussion in any of these hearings are going
to be at the government or bureaucratic level. I don’t know if it is
bureaucratic indifference or incompetence, or if there are truly en-
vironmental reasons that don’t allow them to expedite at time of
emergencies like this. But we would think that producing and
building new power plants would be a priority in the State of Cali-
fornia. Evidently within the government, the message is it is not.
So I hope that is an area that we will hear about in one of our
hearings amongst the several other items of shortages in the sup-
ply lines. Thank you for holding this hearing.

Mr. BARTON. Thank you. Another new committee member and
subcommittee member from the great State of Louisiana, Congress-
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man John. I am not sure this committee is ready for two
Louisianans, but we welcome you to this subcommittee.

Mr. JOHN. One on each side of the aisle, too.

Thank you, Mr. Chairman, and ranking member, for holding this
committee meeting. I am looking forward to not only serving on the
full committee, but also this subcommittee, because I think that
some of the issues that we are going to be addressing and that this
country must address will come right through this subcommittee.
Today’s hearing is about the problems out in California, I am really
looking forward to hearing from the panelists here, because I be-
lieve our role in this committee is not to blame anyone for what
has already happened because there is enough blame going around,
whether it is the State, the Federal Government or anywhere in be-
tween. But I think we should take a look at this situation, find out
all of the facts that have contributed to where we are today, and
take that unfortunate circumstance and maybe overlay that on to
how we can make a better situation. You know, today it is Cali-
fornia. This summer, it could be Florida. It could be Louisiana. I
believe that as we look into the future of electric generation and
all of the different things that are happening out there, we are
truly in a new time, a new economy, an e-economy, with the de-
mands on our electronics, whether it is our pagers, or our cell
phones.

I just got out of a hearing that opened my eyes on some of the
things that we are going to have to address in the future as far as
our demand for electricity. So there are a lot of items that we are
going to have to look at, and I look forward to listening and learn-
ing the lessons here, but not blaming any one individual or govern-
ment, but just to learn from this so that we don’t make these kinds
of mistakes again. We must look at the price of natural gas, the
oncoming line of new generating plants that are fueled by natural
gas, the effect of cold winters, and other contributing factors that
will impact our energy needs. So thank you, Mr. Chairman. I look
forward to this hearing as we proceed.

Mr. BARTON. Has the gentlemen completed his statement?

Mr. JOHN. Yes.

Mr. BARTON. I am sorry. I was in consultation with the majority
staff director.

On our side we now go to Mr. Whitfield from the great State of
Kentucky, one of our veteran subcommittee members.

Mr. WHITFIELD. Mr. Chairman, thank you very much. I would
just make the comment that over the last 8 years or so there has
been an effort in this country to reduce the use of coal, which is
our most abundant resource providing about 55 percent of the elec-
tricity produced in our country. I know that we must take steps to
encourage the use of coal while meeting environmental standards.
I would also touch on my friends from Ohio, Mr. Strickland’s com-
ments about nuclear energy, and say that I do think we must en-
sure that we always have the domestic capability to enrich ura-
nium in the U.S. With the closing of the plant in Portsmouth and
the only other plant in Paducah, that is something that we have
to be concerned about.

I yield back the balance of my time.
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Mr. BARTON. I thank the gentleman from Kentucky. We look for-
ward to working with him.

We would now like to hear from another veteran of the sub-
committee who do yeomen’s work in the last Congress on these
issues, Mr. Sawyer of Ohio.

Mr. SAWYER. Well, thank you, Mr. Chairman. Thank you for your
leadership over the previous Congress and the one we are coming
into.

I would like to take just a moment to echo the remarks of my
colleague from Ohio, Ted Strickland, on Dr. Alan Schriber, who has
now been a mainstay of energy management and regulation in
Ohio for now into his third decade, not all of three decades, but
components of three different decades. His leadership has been of
enormous value to all of us.

Our hearing today is about a multidimensional problem. It touch-
es on all of the topics that we have heard members refer to, but
I would like to focus my remarks today on the importance of trans-
mission, with the grid being the literal backbone of the electrical
system in the United States. Unless we continue to improve and
expand the transmission grid, the system simply will not sustain
the growth in our economy. The linkages are just that direct. In the
long run, we risk potentially catastrophic breakdowns if we don’t
both expand and maintain the grid to match changes in demand.

I would like to refer to an article from the Los Angeles Times
from January of this year, Power Line Traffic Jams Add to Energy
Woes. It warned that an antiquated and overworked system of elec-
tric transmission lines could leave much of California starved for
power, even if the State can eventually generate and import
enough electricity to serve its 34 million residents. The State’s
transmission system, the article continues, has long been neglected,
a victim of poor planning, unexpected growth and electricity con-
sumption, and regulations that make the lines a poor investment.
Indeed, and I continue to quote, electricity use in the last decade
has grown twice as fast as the new transmission capacity. Many
have focused on the lack of generation in California, but trans-
mission is lagging even further behind. Quote, the State is plan-
ning to boost generation capacity by 25 percent, but its current
planning leads toward expanding the transmission capacity only by
about 5 percent.

California is not the only part of the country experiencing this
particular problem. It is much broader. Tuesday’s Energy Daily
had an article citing a study by the Mid-Continent Area, power pull
that, quote, calls for upgrades to more than 2,700 miles of trans-
mission lines in the map system to boost reliability but warns that
existing transmission rates are not high enough to justify invest-
ment in new transmission projects. We genuinely have a national
problem and its dimensions range from capital formation to siting
decisions.

How do we close the gap between transmission capacity and de-
mand? I believe it requires planning and thoughtful attention to
long-term needs that promotes rather than discourages investment
in the infrastructure needed to sustain competition. It requires de-
sign and maintenance standards and operating protocols appro-
priate to high speed electrical—a high speed electrical highway,



24

and it requires timely locational decisions to meet the changing
needs of the customer base.

Since I started talking about transmission investment, I have
been gratified to see that the spread of concern with regard to that
we have moved from simple repeal of PUCA and PURPA and put-
ting a date certain for State action to the kind of discussion that
we are having today.

But a funny thing happened on the way to the ISO. Electricity
is becoming a riskier business than ever with more need than ever
to attract capital and to assure access and reliability.

In closing, just let me say that according to Chairman Eber of
the FERC, quote, transmission must become a stand-alone business
and respond to the market. It must do so, however, within the
framework of regulation, though in a new form.

That is what is happening. It will call on us to think through
new roles for a Federal framework in restructuring regional mar-
kets. That is to say, not more FERC and maybe not less FERC but
perhaps a different FERC.

Thank you, Mr. Chairman, I appreciate your flexibility.

Mr. BARTON. Thank you, Congressman Sawyer.

We now want to welcome our full committee chairman, the dis-
tinguished Louisianan, Mr. Billy Tauzin—Congressman, Chairman
Billy Tauzin, who has not only put energy back in the name of En-
ergy and Commerce, we have a chairman who has put energy back
into the chairman’s seat at Energy and Commerce.

Chairman TAUZIN. Thank you, Joe.

Thank you very much, Joe. We are all getting used to new
names, and while we are celebrating new names, in fact, the fact
that we have named the Commerce Committee, renamed it Energy
and Commerce, is not just for a light show. It is real. We have rec-
ognized that we are facing incredibly another energy crisis in this
country and we need to move quickly. It is no secret that we have
not had an energy policy. If we have had one, it may have best
been described as an anti-energy policy for some time now.

Defining a policy that is compatible to the needs of our country
and its energy demands and is compatible to the requirements of
our clean air policy and clean water policy and land use policies in
this country is going to be a demanding and awesome task and,
Joe, I want to thank you and the members of the committee on
both sides of the aisle for the energy which you have brought al-
ready to the organization of this hearing on California, and the
many hearings that we are going to have and discussions we are
going to have with Vice President Cheney and the task force as-
sembled at the executive level, and with Senator Murkowski and
the senators who have pledged to work with us to define a new en-
ergy policy for America that fairly balances all of those mighty con-
cerns.

If you are focusing today on California, tomorrow we will be fo-
cusing on New York; we will be focusing on Chicago; on Boston; on
places we are told that the energy grids are too weak and black-
outs, brownouts are likely this summer because of bottlenecks in
those grids. We will be focusing later on fuel supply problems, the
likes of which we saw in Chicago and Milwaukee last year when
fuel supplies were short and energy spikes hit consumers, and



25

angry consumers wanted to know why and what was going wrong
with our supply problems.

We know several things about this country, and one is that we
have an insatiable demand for energy, and